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EL SALVADOR: KEY ECONOMIC INDICATORS 
(Millions of Current Dollars) 


1983 1984 


Aggregate Supply & Demand 

GDP 4,036.7 4,252. 

Annual change in real GDP ($%) aa 
Agriculture (%) 2s 
Manufacturing (%) | 
Merchandising/commerce (%) ha 
Transport, communications ($%) aé 

Per capita GDP current dollars 890. 

Annual change, real per cap. 

GDP (%) in colones -1.3 


Foreign Sector 
Exports (f.0.b.) 726.0 
coffee 410.5 449.0 447.5 
Cotton 55.4 9.2 29.0 
Sugar ee | 25.9 asea 
Shrimp 13.8 20.2 9.8 
Imports (c.i.f.) 891.5 977.4 961.4 
Balance on current account 1 -190.9 -277.5 <-225.8 
Balance on capital account 257.5 65.5 71.6 
Change in net int'l reserves 200.4 7.8 46.8 
Public sector debt service 2 223.7 286.2 304.2 


Central Government 
Current revenues 497.6 542.3 583.7 
Current expenses 604.7 652.1 610.5 
Capital expenses 270.5 178.6 163.3 
Overall deficit (before grants) -359.2 -340.7 -172.2 


Money and Prices 
Money supply (Ml) 634.1 668.7 738.6 
Pvt. time and savings deposits 797.4 911.3 1,016.9 
Credit to private sector Lg DEE ck 1,227.9 1,340.8 
Credit to public sector 1,019.2 909.4 884.5 
Change in consumer prices 13k hie 22.0 


1/ Excludes U.S. balance of payments transfers. 
2/ Medium and long term external public debt of the Central Government, 
official autonomous institutions and the Central Bank. 


NOTE: To avoid distortion of dollar figures from devaluation the 
estimates for GDP for 1984, 1985 and 1986 in current dollars were 
obtained as follows: 1984 GDP = 1983 GDP (expressed in current dollars 
by dividing colon GDP by 2.5 colones equal 1 USD) x real GDP % growth in 
1984 x 4 percent U.S. inflation rate in 1984; and so forth for 1985 ana 
1986. Figures for Central Government accounts and money and prices for 
1984 and 1985 estimated as follows: 1984 = 1983 (as base year) x rate of 
increase in real terms for 1984 (current colones divided by average 
purchasing power) times 4.0 percent U.S. inflation rate for 1984, and so 
forth for 1985 and 1986. 





SUMMARY 


For El Salvador's agrarian-oriented, battered economy, 1986 was a 
year of modest, decelerating growth. Preliminary official estimates 
put 1986 real growth at one percent, down slightly from 1985's 1.6 
percent performance. In general terms, the positive effects of 
rising coffee prices, falling oil prices, the partially successful 
implementation of an economic stabilization program and high U.S. 
assistance levels were offset by drought conditions, the damage of 
the catastrophic October earthquake and the continued economic costs 
of the war. El Salvador's trade and current account balance 
improved in 1986, due principally to strong coffee prices, foreign 
transfers and gains in the net services entry. Inflation 
accelerated during the year, with a CPI price rise of 32.1 percent, 
sparked by expansionary credit policy and the January 1986 exchange 
rate unification and devaluation. The Central Government's deficit 
on consolidated operations widened to 4.3 percent of GDP before 
grants. 


The economic outlook for 1987 is clouded by low coffee prices and 
rising petroleum prices. A large and growing trade gap will be 
filled by foreign assistance. Due partly to high U.S. assistance 
levels, U.S. merchandise exports to El Salvador increased 7.7 
percent during 1986 in nominal dollar terms, to $427 million, 
despite the implementation of increasingly restrictive import 
policies. Major U.S. exports included aircraft, grains, edible 
oils, agrochemicals and medical equipment. Salvadoran merchandise 
exports to the United States decreased 6.5 percent to $386 million. 
Coffee constituted 69.9 percent of this trade, followed distantly by 
shrimp, electrical capacitors, and sugar. Non-traditional export 
performance was disappointing in 1986. Remittances of Salvadoran 
labor employed in the United States and Salvadoran capital flight 
also play an important role in the U.S.-El Salvador economic 
equation. Total U.S. direct investment as of December 1986 stood at 
$91.04 million, equivalent to 48.7 percent of total foreign direct 
investment. Both OPIC insurance and local currency political 
violence insurance are available, and a 1986 law offers significant 
export promotion incentives. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth in El Salvador's Gross Domestic Product (GDP) slowed in 1986 
to about one percent compared to a modest growth of about 1.5 
percent in 1984 and 1985. This drop in the growth rate came in 
spite of favorable circumstances such as rising coffee 





prices, falling oil prices, implementation of an economic 
stabilization program in January 1986 and sustained high foreign aia 
levels. A major earthquake on October 10 caused over $1 billion 
dollars in damage, killing 1,000 people and wounding 10,000. The 
U.S. administration and Congress quickly came to the country's aid 
with a special $50 million appropriation for reconstruction in 
addition to $2.5 million spent on immediate emergency relief. The 
year ended on a note of lower growth, higher inflation, falling 
coffee prices and an economic infrastructure substantially damagea 
by the earthquake. Per capita income after adjusting for emigration 
is estimated to have declined one percent in 1986 and thus stands at 
roughly 66 percent of its 1978 level. 


On January 21, 1986 President Duarte announced to the nation the 
adoption of a comprehensive economic stabilization program. The 
measures contained in the package included: reduction of the fiscal 
deficit mainly through an additional tax on coffee; imposition of 
new consumer taxes; unification of the exchange rate at 5 colones to 
$1 U.S.; implementation of broader import restrictions; raising 
interest rates (including passive rates) by 2.5 points to 15 
percent; limits on monetary and credit expansion; stimulation of 
exports and production; aud, public and private sector wage hikes, 
coupled with price controls on the basic basket of goods, rents, 
medicine, and utility rates. The GOES program, blessed by rising 
coffee prices, should have led to greater economic stability in 
1986. However, costs from war-related damage, inadequate 
follow-through, the drought and earthquake resulted in the program 
not accomplishing all of its objectives. 


Agr tout ture: The agricultural sector accounts for about 21 percent 
of GDP but produces about 80 percent of El Salvador's exports ana 
employs approximately 40 percent of the work force. In nominal 
terms the agricultural sector grew by $300 million over 1985, but 
real output declined by 2.1 percent. The positive effects of very 
high coffee prices were outweighed by a July-August drought which 
caused a sharp decline in basic grain production. Cotton virtually 
disappeared as a major export and in fact had to be imported by the 
local textile industry. The volume of sugar production and exports 
declined slightly, but the value of exports grew as world prices 
were marginally higher than in 1985. 


Manufacturing: The manufacturing sector grew by 2.4 percent but 
lacked dynamism. The earthquake caused some production losses with 


damage to industrial facilities estimated at over $17 million. 
After agriculture, manufacturing contributes the largest share of 
GDP, accounting for 17.4 percent. Almost half of this sector is 
dedicated to food processing; beverage production accounts for 14 
percent. 





Construction: The construction sector, with its 4.4 percent 
performance, once again in 1986 enjoyed the highest sectoral 
growth. The next 2 years are expected to see a mini-boom in this 
sector owing to external and internal financing of earthquake 
reconstruction. Even with 16.4 percent growth over the past two 
years, construction accounts for only 3 percent of GDP although it 
is labor intensive, using little modern machinery. 


Other Sectors: The second fastest growing sector after construction 
was public administration at 4.3 percent. The financial sector grew 
2.3 percent and mining by 2.6 percent, followed by utilities anda 
transport both at 1.9 percent. 


Costs of the war: Any analysis of the Salvadoran economy must be 
placed in the context of the economic costs of the war being waged 
against externally-assisted Marxist guerrillas. The economy lost an 
estimated $1.7 billion in production between 1979 and 1986 as a 
result of the conflict and related political and economic 
disruptions. Total direct and indirect costs to public services 
damaged by the guerrillas approaches $600 million. Private sector 
losses have also been high, particularly in the transport sector and 
in the production and processing of cotton, coffee and sugar. 


EXTERNAL SECTOR 


Trade Account: The declining trend in the trade account in recent 
years was modestly reversed in 1986 due to high coffee prices. 
Exports (FOB) increased by 7 percent over 1985 to $727 million on 
the strength of a 17.6 percent increase in coffee value to $527 
million (despite a 16.6 percent drop in volume). Cotton exports 
dropped from $29 to $3.5 million and were exceeded by the value of 
cotton imports. Based on firming prices, sugar exports grew in 
value by 8.7 percent to reach $25.2 million, although volume was 
off. The best performance was turned in by shrimp exports which 
grew 43 percent to $14 million. Central American Common Market 
(CACM) exports fell 11.7 percent to $84.5 million. 


Imports (CIF) grew by 4.4 percent to $1,003.2 million. Petroleum 
imports were down due to lower world prices and higher internal 
prices. However, the import of consumption goods and construction 
related materials grew to more than offset the savings in oil 
imports. The trade account deficit declined to $276 million (38 
percent of exports) compared to $282 million in 1985. 





Current Account: The current account (including U.S. balance of 
payments assistance) improved from minus $24.8 million in 1985 to 
positive $53.7 million in 1986 on the strength of an increase of $48 
million in transfers and a $25 million improvement in the net 
services to minus $64 million. 


Capital account: The capital account deteriorated by $93 million to 
minus $21.7 million as disbursements on official capital loans 
dropped $38 million owing to the lagging pace of project 

completion. Bank capital flows decreased by $38 million to minus 
$74 million. Private capital grew by $27 million to $45.5 million, 
due primarily to the revaluation of gold and Latin American 
currencies held as international reserves. 


Official figures fail to capture two important Salvadoran exports, 
emigrant labor and financial flight capital. The some one million 
Salvadorans living abroad, especially in the United States, remit 
between $300 million to $400 million (Embassy estimate) to El 
Salvador annually. These remittances represent an important source 
of family income and are generally exchanged for local currency ina 
flourishing grey market, where they finance most of El Salvador's 
unreported imports from the United States. They are also a major 
source of exported financial capital. This capital flight, although 
much reduced from its estimated 1979-82 level of $300 million a 
year, probably exceeded $100 million in 1986. The U.S. Immigration 
Reform and Control Act of 1986, which will affect the undocumented 
migration of Salvadorans to the United States, may slow the growth 
of dollar remittances. 


International Reserves and Debt: Net international reserves 
increased by $75.4 million (compared to last year's $46.8 million 
increase) to a total on December 31, 1986 of $251 million. Gross 
international reserves stood at $458.9 million. Arrearages in 
international payments fell slightly from 1985 to $22.2 million. 
Public debt service payments were $364.0 million in 1986, 
representing 50 percent of merchandise exports. Total external debt 
remained at just under $2 billion at year-end 1986. 


Foreign assistance: Foreign assistance plays a vital role in the 
Salvadoran economy especially in closing the huge balance of 
payments gap and financing the public sector infrastructure project 
capital budget. The increase in transfers to $394 million was the 
main reason for even modest growth in the economy and enabled the 
government to respond to the needs of those 50,000 families who 
suffered material damage to their homes and businesses in the 
October 10 earthquake. The largest donor is the United States, 
followed by the lending of the 





Inter-American Development Bank. During 1986 U.S. aid consisted of 
PL-480 food shipments valued at $46 million, Economic Support Fund 
(ESF) balance of payments grants of $130 million and project-based 
Development Assistance of $81 million. The overall amount of 
lending and donations to El Salvador in 1986 and 1987 is 
particularly large, owing to the international response to the 
earthquake. The World Bank has sent several missions to El Salvador 
to negotiate a reconstruction loan for about $80 million. 


Banking and Finance: International commercial banks continue to 
extend short term trade credits as the Central Bank has maintained a 
very good payments record. The U.S. Eximbank maintained a $75 
million guarantee program for short term credit backed by the U.S. 
Agency for International Development (AID), a regular short term 
line of $10 million and a medium term credit line of $20 million. 
The Commodity Credit Corp. has lines of credit for up to three-year 
terms for $20 million and a medium term facility of 5 to 7 years 
worth $3 million. The government and the International Monetary 
Fund do hold regular Article IV consultations, but no lending or 
stabilization program has been discussed. Salvadoran domestic banks 
are suffering liquidity problems. These institutions have 
occasionally not met their legal reserve requirements due to sharp 
credit expansion and because a large percentage of their portfolios 
consists of loan arrears/non-performing assets. Moreover, interest 
rates are negative in real terms, reducing the incentive to save 
locally. 


Exchange Rate: Since January 21 the government maintained a fixed 
exchange rate of 5 colones to the dollar. The grey market (illegal, 
limited but in fact open) rate remained stable, generally 
fluctuating between 5.3 and 5.6. The supply of grey market doliars 
appeared to increase late in the year as families abroad responded 
to the earthquake with increased remittances. In January 1986, the 
government prohibited the use of dollars obtained in the grey market 
for all but low-value imports ($20,000 or less), thus limiting the 
scope of extra-legal currency operations. 


FISCAL AND MONETARY DEVELOPMENTS 


Monetary and Credit Policy : Cash in the hanas of the public ana 
demand deposits (Ml) grew by 21 percent in colon terms to $559 


million (2,797 million colones) which is well below the inflation 
rate and shows more discipline than the 27 percent increase in 
1985. Time, savings and foreign exchange deposits rose by 34 
percent to $870 million (4,348 million colones), demonstrating the 
positive impact that increasing interest 





rates in January had on savings. The growth of M2 was therefore 29 
percent. Credit to the private sector rose by 22 percent to $1.02 
billion (less than the 32 percent inflation rate). Credit to the 
public sector increased in nominal terms by 4 percent to $575 
million, with credit to the Central Government rising 2.6 percent, 
and to autonomous agencies, 10.2 percent. This latter increase 
represented the financing of losses engendered by the government's 
failure to adjust utility rates. The growth in means of payment, 
while in all cases less than inflation, was not uniform throughout 
the year, having increased sharply in the first four months of 1986, 
resulting in a somewhat greater inflationary impulse in mid-year. 
Moreover, the increase in transfers of coins and bills to banks from 
the Central Bank was 93 percent. 


Fiscal Operations: The Central Government's budget deficit on the 
ordinary and extraordinary budgets before foreign grants widened in 
1986 to 8606 million colones (equivalent to $172 million), up from 
538 million colones the previous year. Some of the growth in the 
deficit can be accounted for by a 153 million colon jump in interest 
payments, due largely to the devaluation. As a percentage of GDP, 
the consolidated public sector deficit (before grants) rose to 5.4 
percent, up from 3.8 percent in 1985. Given the large amount of 
foreign assistance available for budget support, the after grants 
deficit remained unchanged at 2.8 percent of GDP. Almost three 
quarters of the deficit after grants was financed by net external 
borrowing (largely from multilateral and bilateral assistance 
progams); the balance came from domestic sources. 


Current revenues in 1986 rose 49 percent (in nominal colon terms), 
principally as a result of export taxes collected on coffee sales 
(which enjoyed high international prices) and the imposition of an 
additional surcharge on coffee exports. Current expenditures rose 
50 percent during the year due to wage hikes, increased aefense 
spending, growing transfers to autonomous government agencies, and 
expenses related to earthquake reconstruction. Capital expenditures 
climbed 27 percent, largely financed through foreign assistance. An 
income, net worth and inheritance tax package was enacted in late 
1986 to reduce the fiscal deficit. 


Savings and Investment: Interest rates are controlled by the 
Central Bank and were not modified following the above-mentioned 
increases made in January 1986 as part of the stabilization 

program. Special low rates are offered to small business and to new 
investors, especially exporters. In 1986 real interest rates were 
heavily negative for savers. Private capital formation grew by 7.6 
percent in real terms last year to $377 million and public capital 
formation grew 7.2 percent 





to aa million. Gross internal investment increased 24.6 percent 
to $528 million in nominal terms with inventories climbing $51.5 
Million. The coefficient of fixed investment to GDP was 13 
percent. This is an improvement over 1985, but less than the 19 
percent prevailing in 1978. 


PRICES AND EMPLOYMENT 


Wages: The government increased public sector wages by 100 colones 
per month on January 1, 1986 and by another 50 colones (for 
employees earning less than 1,500 colones per month) on January 21 
as part of the stabilization plan (5 colones/$l). Agricultural 
sector wages were raised to 8 colones daily (7 colones for minors 
and disabled workers). The minimum wage in industry and commerce 
was raised from 13 colones to 15 colones per day in San Salvador and 
from 11.9 to 14 colones elsewhere in the country. In all cases the 
increase in wages was more than offset by inflation. 


Employment: The Salvadoran government uses a methodology to 
estimate unemployment and underemployment which overstates the rates 
at over 30 percent and over 20 percent respectively. The actual 
figure is difficult to determine with precision but is probably 
high, within a range of 20 to 30 percent for combined unemployment 
and underemployment. Unemployment likely grew in 1986 as weak GDP 
growth of 1 percent was offset by a population growth rate of about 
2.7 percent less emigration of about .8 percent. Unemployment tends 
to be greatest in eastern El Salvador, with its higher level of 
disruptive activity by marxist guerrillas, and lower in the San 
Salvador area where an earthquake reconstruction mini-boom is 
underway. 


Prices: Inflation accelerated during 1986, as the Consumer Price 
Index (CPI) rose 32.1 percent on a monthly average basis; 30.4 
percent on a December-to-December basis. Apparel showed the largest 
hike in the CPI, followed by food and housing. Prices began rising 
Sharply in mid-1985, with the trend continuing in 1986 due to an 
expansionary credit policy, deficit financing, the 1985 expansion of 
the parallel exchange market and the January 1986 exchange rate 
unification and devaluation. 


Price controls are currently in force on such items as basic 
foodstuffs, clothing, medicine, public housing, rents, petroleum 
products, utility rates, and medical services. The government also 
sets producer prices for coffee and sugar crops through state-run 
monopolies, and purchases part of the basic grain supply at 
guaranteed prices. 





ECONOMIC OUTLOOK FOR 1987 


The economic outlook for 1987 is clouded by low coffee prices (now 
at one-half their 1986 level), rising petroleum prices and the 
ongoing war. The balance of payments trade deficit will likely be 
more than $500 million, over 100 percent of exports. For 1987 the 
gap will be filled by foreign grants and loans which increased in 
the wake of the earthquake. The deficit will widen aque to falling 
coffee prices, the increasing unprofitability of state enterprises 
and autonomous agencies, the Supreme Court's decision on the 
unconstitutionality of the sovereignty (net worth) tax, and the high 
cost of the war being waged against externally-assisted Marxist 
guerrillas. This deficit, which must be largely internally 
financed, will further fuel inflation, perhaps into the 40 to 60 
percent range. Inflation, however, could be controlled if measures 
are taken to reduce the deficit and discipline is maintained in 
monetary and credit expansion. Growth is possible based on a 
package of measures announced by President Duarte on June l. In 
April 1987 the GOES lowered interests rates (already negative in 
real terms) by 2 percent for agriculture, export industry, small 
business and low cost housing. In March 1987, the GOES took a step 
forward in reducing the fiscal deficit by a much needed increase in 
prices (49%) of basic grains sold by the government agency (IRA) 
which controls their supply and in May raised electricity rates by 
almost 50 percent. In his June 1 speech President Duarte outlined a 
series of significant legislative proposals. Those measures which 
concern the economy are comprised of 22 draft decrees, laws and 
amendments. In general terms, the package takes a sectoral approach 
to stimulation of the economy, particularly agriculture, 
transportation, non-traditional goods and investment. The most 
important of the initiatives include: fiscal incentives for 
increases in production; the revaluation of real estate; elimination 
of tariffs on transport vehicles; a new foreign investment law; 
liberalization of cotton marketing; and, increased credit to the 
government's sugar, coffee and agricultural price institutes. 


The Government of President Duarte is beset with many problems and 
challenges in the social, economic, political and military areas. 
The October 1986 earthquake and drastically falling coffee prices 
added to the list of serious problems facing El Salvador and its 
government. Progress in the social area, human rights, 
democratization and winning the war is palpable. The pace of 
dealing with economic adjustments needed to confront internally and 
externally caused economic problems must be measured and tempered by 
parallel progress in these other areas. 





‘te Be 


IMPLICATIONS FOR THE UNITED STATES 


Prospects for U.S. Exporters: From 1985 to 1986, merchandise U.S. 
exports to El Salvador increased by 6.7 percent in nominal dollar 
terms, to $427 million. This level, however, is far below the 
Salvadoran market's potential. Because of the war, negative 
interest rates, illiquidity in the nationalized banking system, and 
a shortage of foreign exchange, capital investment is often 


deferred. Agricultural and industrial production remain below 
pre-war levels. 


The increase in U.S. exports due chiefly to high levels of U.S. aid, 
was achieved despite the adoption of new import- restricting 
policies. In late 1985 and early 1986, the government (1) 
prohibited the importation of many non-essential consumer goods; (2) 
imposed taxes of up to 200 percent on the import of many other such 
goods; (3) abolished the two-tiered exchange rate system that had 
subsidized the import of some essential goods including medical 
Supplies, pharmaceuticals, and basic foodstuffs; (4) subjected 
imports worth more than $20,000 to Central Bank approval; and, (5) 
required import deposits for some items. 


American exporters dominate several important import categories, 
including grains, animal and vegetable oils, fertilizer, and medical 
equipment and supplies. Excellent opportunities also exist for 
exporters of machinery and equipment for the agricultural, 
aquacultural, food processing, electric power generation and 
distribution, small computer, and construction sectors. Due to the 
earthquake that damaged much of San Salvador, including several 
hospitals, opportunities in the construction and medical equipment 
sectors are especially abundant. AID has made available $50 million 
for earthquake reconstruction and asked Congress for another $100 
million for this purpose during 1987; these funds will require 
procurements in the U.S. or qualified LDC's. 


Official merchandise trade figures exclude the large volume of 
invisible U.S. exports to El Salvador, including not only an 
estimated $20 million worth of legal Salvadoran tourism, but also 
perhaps $50 million worth of goods brought back to El Salvador by 
individual travellers. Such purchases accounted for a significant 
portion of El Salvador's motor vehicle imports and for a large part 
of its consumer appliance imports during 1986, as imports worth less 
than $20,000 are not subject to Central Bank approval. These 
purchases are largely financed by the grey market. 
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LEADING MERCHANDISE U.S. EXPORTS TO EL SALVADOR 


(Thousands of Dollars-F.A.S.) 


1983 1984 1985 1986 


Electrical Articles 44,235 51,604 34,579 55,456 
Grains 22,803 22,073 28,156 27,351 
Fertilizer 7,219 6,015 20,643 8,754 
Vegetable Oils 9,200 14,344 17,698 13,000 
Animal Oils 12,785 18,591 15,333 12,264 
Medical Supplies 960 6,049 _12,185 9,479 
Subtotal 97,202 118,676 128,574 126,304 
Total all Items 338,137 380,331 396,062 426,570 


Source: U.S. Department of Commerce 


Prospects for U.S. Importers: From 1985 to 1986, U.S. merchandise 
imports from El Salvador decreased 6.5 percent to $386 million. 


coffee accounted for 69.9 of these imports due to exceptionally high 
world prices, despite a continuing decline in Salvadoran coffee 
production. Among El Salvador's other traditional exports, shrimp 
exports to the United States continued to grow, while sugar exports 
continued to decline owing to the steady reduction of the U.S. sugar 
quota. Non-traditional exports in general performed poorly despite 
duty-free access to U.S. markets under the Caribbean Basin 


Initiative (CBI). The closing of a major assembly plant due to the 
world glut of semiconductors sharply reduced Salvadoran exports of 
electrical components. Salvadoran exporters are hampered by an 
overvalued local currency, a shortage of capital aggravated by 
interest rate ceilings far below the rate of inflation, and 
government monopolies of coffee and sugar exports. 


U.S. importers continue to show interest in El Salvador's largely 
undeveloped potential as an exporter of fresh agricultural products, 
such as honeydew melons, papayas, tomatoes, cucumbers, sesame seeds, 
and specialty vegetables (e.g., baby corn, okra and hot peppers). 
High-fibre cotton yarn, processed snack foods, cultured shrimp and 
fish, clay tiles, high-quality handicraft items, (including stuffed 
cloth birds and dolls, hand-embroidered cotton blouses and dresses, 
and hand-painted decorative items), and furniture of wicker, cane, 
rattan and carved wood also offer opportunities for U.S. importers. 
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LEADING U.S. MERCHANDISE IMPORTS FROM EL SALVADOR 


(Thousands of Dollars - C.I.F.) 


1983 1984 1985 1986 


coffee 209 ,646 198,701 252,945 270,031 
Sugar 32,715 30,185 26,699 11,196 
Shellfish 18,176 26,189 21,129 24,204 
Electrical Comp. 74,134 95,696 58,680 19,781 
Medical Instruments 3,981 3,904 6,235 2,945 
Subtotal 338,652 354,674 365,688 328,157 
Total of all Items 373,591 397,126 413,107 386,328 


Source: U.S. Department of Commerce 


Note: GOES figures differ from above figures, especially for 
shellfish. 


Investment Climate: El Salvador offers many opportunities for the 
foreign investor. It has liberal foreign investment laws and a 
productive, inexpensive labor force. In 1986, registered U.S. 
direct investment in El Salvador totaled $91.04 million, accounting 
for 48.7 percent of all direct foreign investment. Each of the 
non-traditional export industries mentioned above remain attractive 
investment opportunities, as do electronic assembly operations. 
Several U.S. companies are planning to reopen gold and silver 
mines. In light of President Reagan's February 1986 initiative for 
textile/apparel "drawback" operations, also known as 807A operations 
(in which cloth pieces from the United States are assembled abroad 
into apparel and then exported to the United States), this inaustry 
is especially promising. 


The Government of El Salvador recognizes the value of foreign 
investment and seeks to encourage it. A 1986 export promotion law 
provides ten-year income and net worth tax holidays to foreign and 
domestic firms which export more than 25 percent of their 
production. The law indefinitely extends these benefits for firms 
which export all of their production. These firms also receive 
total exemptions from duties on imports of machinery, equipment and 
raw materials for ten years or longer. The law also created a 
soon-to-be-operational export registry office which will allow 
exporters to fulfill all government paperwork requirements in one 
location. 
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The Overseas Private Investment Corporation (OPIC) also helps to 
encourage U.S. investment in El Salvador. OPIC provides qualified 
investors with insurance against war and expropriation, loan 
guarantees, and a variety of pre-investment and 
investment-encouragement programs. In addition, AID and the 
Salvadoran Central Bank established a local-currency, political 
violence insurance program, PROINVER, during 1986. The Trade and 
Devlopment Program at the International Development Cooperation 
Agency provides financing for feasability studies to identify market 
potential for US companies overseas. 
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